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Pace Student
New York, February, 1924

Vol. IX

No. 3

Stock Brokers’ Accounts
By Cecil R. Clayton, Dean, San Francisco Institute of Accountancy

T should be borne in mind at the outset that this
thesis is not intended to cover all phases of
Stock Brokerage Accounting, but is an attempt
to outline only the essential features of a workable
system.
There are two major classes of stock brokers:
viz., those who are members of one or more recog
nized stock exchanges, and those who are not
members of such exchanges. This treatise will
deal only with an accounting system such as might
be maintained by a broker of the former class.
A broker is primarily an agent, although he
engages in certain transactions as principal, and
deals largely in his own name. His dealings are
mainly with three classes of people:

I

First, with his principals or “customers”;
Second, with other brokers;
Third, with banks and bankers.
His dealings with his customers consist of the
execution of their orders for the purchase and sale
of securities. In this connection he functions
solely as an agent.
He deals with other brokers in carrying out the
instructions of his principals. He buys from them
and sells to them exclusively. As between them
selves, brokers deal in their own names and as
principals, the seller relying on the credit and
integrity of the buyer (and vice versa) without re
gard to the identity of the buyer’s principal.
His dealings with banks consist of the borrowing
of money and the pledging of collateral security
therefor. He deals actually as principal and in
his own name; he is the primary debtor, although
theoretically he acts as the agent of his customer.
This distinction is more fully developed hereafter.
In addition to dealing with distinct classes of
people, the broker also engages in distinct classes
of transactions, the principal classes of which may
summarized as follows:
I.

With Customers
A. Purchase of securities
1. For cash
2. On margin
(a) Long
(b) Short

B. Sale of securities
1. For cash
2. On margin
(a) Long
(b) Short
C. Interest and dividend adjustments
II. With Brokers
A. Purchase of securities for account of customer,
(or house)
B. Sale of securities for account of customer (or
house)
C. Borrowing securities to effect delivery in connec
tion with a short sale
D. Lending securities
III. With Banks
A. Borrowing money
1. Pledging collateral
B. Repayment of loans
1. Redemption of collateral

It seems expedient at this point to touch upon
some of the basic distinctions between types of
transactions enumerated above.
Definitions
House: The term “house”, as used hereafter,
means the broker whose accounts we are con
sidering.
Broker: The term “broker”, as used hereafter,
refers to brokers, other than the house.
Cash: The term “cash” includes checks, drafts,
and other negotiable instruments which are ac
cepted as the equivalent of cash in ordinary
business practice.
Customer’s Transactions: Where reference
is made to a customer’s buying, selling, or borrow
ing, of securities, it should be understood that
such purchase, sale, or borrowing, is effected
through the house.
Cash vs. Margin: A cash transaction is one
in which the entire price is paid in cash upon
delivery of the security. In the case of a cash
purchase, the customer pays the full price and
takes delivery of the security as soon as he receives
notice from the house that his order has been
executed. This notice is ordinarily in the form of
a “bought” note. In the case of stocks, due to
the necessity of effecting transfer, the customer
ordinarily receives a due bill from the house, in
stead of the actual stock certificate. Later, this
due bill is exchanged for the certificate.
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In the case of a cash sale, the customer, upon
notice of execution, delivers the security sold to
the house, and receives from the house a check for
the selling price, less charges.
A margin transaction is one in which the cus
tomer deposits with the house a certain percentage
of the market value per share, the house supplying
the additional amount required to swing the
transaction. This advance amounts, ordinarily,
to about 80% of the purchase price. The house
retains possession of the stock as security for the
funds which it has advanced, although title rests
in the customer, or principal.
Long vs. Short: A long transaction is one
which proceeds in the ordinary sequence of pur
chase and sale transactions; viz., the security is
first purchased and then sold or held for invest
ment. A customer who buys a stock long ordinarily
expects to profit either by holding it for the divi
dend return, or by selling it at a price higher than
cost, or both.
A short transaction is exactly the opposite. A
sale is first made, and then the security necessary
to fill the contract is purchased. The customer
who “goes short” expects to profit by a fall in
the market price of the security. He sells a stock
that he does not own, and agrees to deliver in 30,
60, or 90 days. If he sells, say at “100 seller 90”,
sometime during the 90 days following the sale,
he must purchase the stock and deliver it to the
one to whom he sold it. If within that time he is
able to buy it in at less than 100, he makes a
profit; otherwise he suffers a loss.
Borrowing and Lending of Securities: These
transactions are a necessary counterpart of short
transactions. An example will afford the best
illustration.
The house sells short, for customer A, 10 shares
XYZ to broker B. It must be remembered that
neither the house nor customer A has the stock,
although delivery to B must be made. If A is able
to purchase the stock prior to date set for delivery
no complications arise. If, however, he has been
unable to make an advantageous purchase, and
on delivery date is still short, he may be able to
borrow the stock from some one who has it, and
thus make delivery.
Assuming in the case given above, that customer
A has not covered his short sale, the house borrows
the 10 shares XYZ from broker C, and delivers it
to broker B, at the same time paying C therefor at
the current market price, but agrees to return 10
shares of XYZ stock to broker C at a later date.
This transaction is not a purchase, because ulti
mately A must buy in the 10 shares which he is
still short, and the house in turn must return to
C the 10 shares which it borrowed, receiving back
the amount paid to C when the stock was borrowed.
Borrowing Money: A broker must, to a large
extent, depend upon the banks or other lenders to
finance his operations. It was stated previously
that in a margin transaction the house advances
the difference between market price and customer’s
margin. As a matter of fact the house takes the

February
stock purchased to the bank and pledges it as
collateral for a loan, amounting usually to about
70% of the market price. Thus, in reality, the
house advances from its own funds only about 10%
of the purchase price.
It is to be remembered that while the house is
theoretically acting as agent of the customer, it
always deals with the bank as principal. All such
loan transactions are carried on in its own name,
and it is the principal debtor.
Financial Statements
The financial statements are made of the fol
lowing items:
Balance Sheet
1.
2.
3.
4.
5.
6.
7.
8.
9.

Assets
Cash in Bank
Petty Cash
Stamps
Customers Long
Failed to Deliver
Stocks Borrowed
Securities Owned
Furniture & Fixtures
Stock Exchange Seat

11.
12.
13.
14.
15.

Liabilities
Customers Short
Failed to Receive
Stocks Loaned
Loans Payable
Accounts Payable

Capital
21. Personal
22. Capital

Profit & Loss
34.
35.
36.
37.
38.

Rent
Salaries
Interest Paid
Revenue Stamps
General Expense

31. Commissions
32. Interest Earned
33. Miscellaneous Income

While the foregoing classification lists separately
Customers’ Long and Customers’ Short accounts,
all customers’ accounts are actually recorded in a
single controlling account. On the Balance Sheet,
the detail accounts are analyzed and the “long”
accounts, together with “Failed to Deliver” items
of cash customers are listed as assets, and the
“short” accounts, together with “Failed to Re
ceive” items of cash customers, are listed as
liabilities. Therefore, while separate “short” and
“long” classifications are listed, the debits and the
credits indicated below for these classifications are
in fact recorded in one account.
Furthermore, a Brokers Controlling Account is
kept, representing cash amounts due from and to
brokers. The details of this account are analyzed
and are merged on the Balance Sheet with the
“Failed to Deliver” items and the “Failed to
Receive” items from customers. This will be
explained.
4— Customers Long: Debit with market price
(plus brokerage charges) of securities purchased.
Debit with cash paid to customer.
Debit for interest on balance.
Credit for cash received from customer.
Credit for market price (less brokerage and stamp
charges) of securities sold.
Credit for dividends received on stock carried
for customer.
This item represents the amounts owed to
the house by margin customers, principally on
account of advances made by the house to effect
the purchase of securities.
5— Failed to Deliver: This is a balance sheet
classification only, which represents amounts re-
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ceivable from “cash” customers and brokers.
Stocks purchased for customers represent a debit
to the customer and a credit to the broker from
whom purchased. All customers’ debits and
credits are recorded in a single controlling ac
count. However, individual accounts are opened
only for margin customers; otherwise the volume
of bookkeeping work would be prohibitive. The
balance of the customers’ controlling account
represents, therefore, (among other items) aggre
gate balances of individual margin accounts, plus
items due from cash customers.
These latter items make up part of the balance
of the “failed to deliver” item on the theory
that the house has not received payment from its
customer, due to its failure to deliver to the cus
tomer the security purchased.
The remainder of this item is made up of items
due from brokers and proceeds upon the same
theory; viz., payment has not been received
from the broker due to failure of the house to
deliver to him the stock sold.
Detailed accounts are maintained for brokers.
The balance of the controlling account is proved by
means of listing unpaid items from the blotter, both
receivable and payable. On the balance sheet
these brokers’ items are consolidated with the
customers cash items, and compose the amounts
shown as “failed to deliver” and “failed to receive.”
6—Stocks Borrowed: Debit for amount paid
to brokers when stock is borrowed. Credit for
amount received from brokers when stock is
returned.
This account represents market value (at the
time borrowed) of stocks borrowed from brokers.
7—Securities Owned: This account represents
the value of securities owned by the house, as dis
tinguished from securities belonging to or carried
for account of customers.
9—Stock Exchange Seat: The membership
of stock exchanges is limited. As a broker can not
trade upon the exchange unless he has a seat, or
in other words, unless he is a member, his member
ship or “seat” is valuable. This value often runs
into thousands of dollars and represents not
merely a book figure, but actual value that can
be realized in cash at any time. This is due to
the fact that stock exchange seats are, always in
demand.
11— Customers Short: Debit for market price
(plus brokerage charges) of securities purchased.
Debit for cash paid to customers.
Credit for market price (less brokerage and stamp
charges) of securities sold.
Credit for cash received from customers.
Credit for interest on balances.
As in the case of “customers long” this item
represents margin accounts. Inasmuch as in
short transactions, the sale precedes the purchase,
the customer’s account has a credit balance and
represents a liability of the house.
12—Failed to Receive: This item is a balance
sheet classification only, and represents amounts
payable to brokers and to cash customers, on the
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theory that payment thereof has not been made
by the house due to the failure of others to deliver
the securities purchased (from brokers or sold
(for customers).
The remarks under No. 4 “Failed to Deliver”
apply to this item as well, except that here the
debit and credit effects are reversed, and we are
dealing with a liability instead of an asset.
13—Stocks Loaned: Debit for amounts paid
to brokers upon return of stocks previously loaned
to them.
Credit for amounts received from brokers when
stocks are loaned to them.
This account represents market value (at time
of transaction) of stocks loaned to other brokers.
14—Loans Payable: This account represents
amounts borrowed from banks or others, and
secured by collateral in nearly all cases.
15—Accounts Payable: This account rep
resents ordinary liabilities for expenses, equip
ment, and similar items. It is not ordinarily kept
during the year and is used only for accrual
purposes at the end of the accounting period.
Accounting Records
The following records are kept:

Financial Records
Ledgers
1. General Ledger
2. Customers Ledger
3. Loan Ledger
Records of Original Entry
1. Journal
2. Cash Book
3. Blotter
Supplementary Records
1. Margin Record
Security Records
1. Position Book (Ledger)
2. In and Out Book (Original Entry)

General Ledger
The General Ledger may be either loose leaf or
a bound book, depending largely upon personal
preference. It contains the balance sheet and
profit and loss accounts, standard ledger rulings
being used.
Customers Accounts
A controlling account with customers is main
tained in the General Ledger, being built up from
column totals in Cash Book, Blotter, and Journal.
Customers accounts must also be maintained
with individuals showing cash received from and
paid to them, debits and credits on account of
securities purchased and sold, interest charges
and credits, dividend adjustments, etc. It is
advisable to use a special ruling for this purpose,
which is illustrated by Form 1.
Emphasis must be laid upon the fact that it is
essential to describe the condition of the accounts
of customers in terms of securities as well as dollars
and cents when submitting statements to them.
(Continued onpage 43)
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American Institute
Library

HE American Institute of Ac
countants maintains the most
complete accounting library in
the United States.
This library is
AYNE KENDRICK, who is an qualifications, lift himself above the housed in the building of the American
Institute at 135 Cedar Street, New York
active partner in the firm of rank and file.”
R. G. Rankin & Company, ac
“There is always plenty of opportunity City. In response to an inquiry from
countants, Washington, D. C., is for
known
Accountancy-educated men in the Robert H. Montgomery, president of
by his friends as a man who gets things professional practice of Accountancy, the New York State Society of Certified
done. This ability, together with a in private business organizations, and Public Accountants, in reference to
the use of the library by members of
particularly engaging personality and
the State Society, A. P. Richardson,
sound technical training, has had much
secretary of the American Institute
to do with his marked success in profes
of Accountants, recently wrote the
sional practice.
following letter, in which he says that
Mr. Kendrick’s work as an accountant
the use of the Institute’s library is not
really began in October, 1915, when he
restricted to members of the Institute.
accepted a position as an auditor in
“Dear Mr. Montgomery:
the Treasury Department at Washing
“In reply to your inquiry as to the
ton.
Realizing the need for further
use of the Institute’s library, I am
technical training of a broad and prac
directed to advise you that the library
tical nature, he enrolled at Pace In
is open during the customary hours of
stitute, Washington. In 1917, before
the business day and that all members
completing his course, he entered the
of the New York State Society of Certi
employ of R. G. Rankin & Company as
fied Public Accountants, whether mem
a junior accountant. He has been with
bers of the Institute or not, will be
this firm since that time, except for a
cordially welcome to make use of the
year and a half spent in military service
library for reference purposes.
during the War.
“Indeed, it is the hope of the Institute
We have already spoken of Mr. Ken
that use of its facilities will not be
drick’s engaging personality, and his
entirely restricted to members of the
exceptional technical equipment. His
Institute.
loyal devotion to the interests of his
“For the information of those who
firm and their clients resulted in his
promotion to the position of manager
may not be familiar with the library
of the Washington office of his firm.
and its facilities, let me say that we
believe that the collection of books,
Recently he was admitted to partner
ship. Mr. Kendrick holds the C.P.A.
pamphlets, magazine articles, reports,
certificate from the state of North
etc., constitutes the most complete
WAYNE KENDRICK
accounting library in the United States.
Carolina.
In a recent discussion of the presentAll current literature which is worth a
day value of Accountancy education, in various departments of the govern place in an accountant’s library is
Mr. Kendrick said, “Accountancy train ment service. The financial rewards purchased upon publication, and in
ing is a stepping-stone to business involved in positions of this character addition we are constantly adding to
success. Since it is a specialized train are frequently greater than those obtain our files of older books, files of maga
ing, it places a man in a position where ed in positions in other lines of endeavor zines, etc. The library is well equipped
he can, provided he has the other over a corresponding period of time.” with such works of reference as are likely
to be required by any practising account
hundreds of thousands of dollars pass ant, and a considerable amount of
Day-school Students Visit through
the hands of 250 clerks each attention has been paid to literature
Federal Reserve Bank
day. The trip was one of the most dealing with specific industries which
may be of service to accountants called
IFTY members of the Day-school interesting undertaken by the students upon to render professional assistance to
F
this fall.
Division of Pace Institute, New
companies engaged in such industries.
York, on November 27, made an THEODORE VANDERBEEK, Class
“The library staff is ready and willing
interesting trip to the Federal Reserve E3607, Pace Institute, New York, is to assist visitors in finding the references
Bank at 15 Nassau Street, New York now associated as junior accountant which they desire.
City.
with Cronin & Cronin, certified public
Yours sincerely,
The tour through the bank was pre accountants, 1 Madison Avenue, New
(Signed) A. P. Richardson,
ceded by a short, but very instructive York City.
Secretary.”
talk, by H. M. Jefferson, chief of the
Personnel Development Department. LESTER A. ROSELLE, a former FRED W. VOLL, JR., Class A3116,
Mr. Jefferson pointed out the part that student at Pace Institute, New York, Pace Institute, New York, is now a
the Federal Reserve Bank of New York is now a bookkeeper with Belding bookkeeper for the Great Atlantic &
plays in the financial structure of the Brothers & Company, 905 Broadway, Pacific Tea Company, in the Newark
Mr. Roselle was
nation. He explained, also, the proce New York City.
branch.
dure of co-ordinating the daily transac formerly with the American Linseed
tions of all the reserve banks throughout Company, 297 Fourth Avenue, New MACK BROFMAN, Class B3316, Pace
Institute, New York, is now in the
the country in the Central Office at York City.
Washington.
GEORGE G. IRVING, a student in accounting department of the Sackett
The party was then divided into five the Extension Division of Pace Insti & Wilhelms Corporation, 1013 Grand
groups. Each group made up of ten tute, New York, has accepted, through Avenue, Brooklyn, New York.
students was in charge of a member of the Pace Agency for Placements, Inc., WILLIAM J. UMBACH, of the faculty
the executive staff of the bank. All a position in the accounting department of Pace Institute, New York, is now on
departments of the bank were visited, of Austin Nichols Company, Kent the staff of Bergen & Willvonseder,
and special interest was manifested in Avenue and North Third St., Brooklyn, certified public accountants, 55 Liberty
the money-counting division where New York.
Street, New York.

Wayne Kendrick, C.P.A., Partner of R. G. Rankin
& Company, Washington, D. C.
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The Relation of the Lawyer to the Public
Accountant
Address given by A. G. Bartholomew, member of the Erie Bar, at Public Accountants’
Dinner Meeting, Held in Buffalo, December 18th, 1923
[News Notice page 48]

FEW days ago, one of your mem
bers said to me, “I hear you are
going to lecture to our Association
next week.” I replied, “No—not
ture—merely another case of Daniel in
the lions’ den.”
On more mature reflection, and, after
having met this imposing gathering of
mathematical lions, I feel I was quite
wrong in my reply. That historical
meeting, if memory serves me right,
ended quite satisfactorily for the prophet
Daniel. I have not the temerity to
assume this evening will end so happily
for the apostle Bartholomew.
I am extremely gratified with the
compliment you have extended to me to
permit me to be with you on this
pleasant occasion, and the opportunity
it gives me to meet your distinguished
guests and members.
As for any
message I may have for you, I realize
keenly that I am a layman in the midst
of experts whose technical training,
whose varied experiences, and whose
professional vocabulary are, in the main,
foreign to me.
A story told by Dean Robinson of the'
College of the City of New York, at a
recent meeting of the Association of
Urban Universities in this City a few
weeks ago, is apropos of this occasion.
Dean Robinson was expatiating on the
relatively greater importance of the
Dean, as compared with the President
in University affairs, and stated that
many college presidents were prone to
undertake ambitious plans quite beyond
their ability to accomplish. “I am
reminded,” said Dean Robinson, “of a
small Jewish boy in our City whose
father had presented him with a new
pair of shoes. The father observed his
small son going up stairs, two steps at
a time, and said, 'Ikey, Ikey, what for
you do dat—go up stairs two steps at
a time?’ ‘O, fader,’ said Ikey, ‘dat’s
business.’ ‘Beesness?’ questioned the
father. ‘Yes,’ the son replied, ‘dot saves
shoe leather.’ ‘Dot’s fine, dot’s fine,’
said the father, ‘but Ikey,’ he admon
ished, ‘don’t split your pants.’ ” I shall
take the father’s warning to heart
tonight and try and leave my nether
garments intact.
According to Oliver Wendell Holmes
we start out with six primary relation
ships, which to my mind immediately
moves to eight, and then expands into
infinity. First, we have the lawyer as
he really is; next the lawyer as he thinks
he is; next the lawyer as the accountant
thinks he is. Then, we have the ac
countant as he really is; next, the ac
countant as the lawyer thinks he is; and
the accountant as the accountant thinks
he is.

A

I would add the lawyer and the ac
countant as the public think they are,
and dismiss this latter classification
with
lec a word. To the public, the lawyer
is the crafty son of Beelzebub, who has
long since sold his soul to the devil and
preys profitably upon the troubles of
mankind through the courts of the land.
To the public, the accountant is an
exotic type of bookkeeper of the orchid
variety who, like the pearl necklace
and the Rolls Royce, flourishes, beside
the seats of the mighty. But,fortunately,
we may leave the great mass of our
citizenship outside of our discussion
this evening, and limit our remarks to
the lawyer as the lawyer thinks he is,
and the accountant as the lawyer thinks
he is.
In order to get the lawyer’s viewpoint
of the accountant, I tried an experiment
recently with a group of law students
and asked them three questions: (1)
how many have studied double entry
bookkeeping? (2\ how many recall
their work to a degree enabling them to
open and close a, set of double entry
books of a manufacturing corporation?
(3) what difference, if any, is there
between the bookkeeper and the ac
countant? The result was exactly as
anticipated—ten students out of one
hundred had studied bookkeeping and
were able, according to their statement,
to open and close a set of double entry
books. Their prevailing idea of the
accountant was that he was an exper
ienced bookkeeper who audited the books
of others to establish accuracies or inac
curacies. That the accountant must be
familiar with basic legal relations; that
the accountant was above all things a
business analyst; that the accountant
was a constructor of systems for the
recording, checking, and control of busi
ness transactions, never occurred to these
law students. And this lack of informa
tion will follow many of these young
men and women for years in their
practice of the law and is, to some
degree, characteristic of the attitude of
a majority of the legal profession toward
the accountant.
The lawyer starts his practice with
the elements of accounting “a terra
incognito.” He acquires, gradually, a
facile use and understanding of the
terms grantor and grantee, vendor and
vendee, mortgagor and mortgagee, lessor
and lessee, but when you in turn talk
glibly of debits and credits, balance
sheet and profit and loss statements,
trial balance, journalizing, prime manu
facturing costs, amortization, earned
surplus, and deferred assets he is slowly
groping along—perhaps gasping for air,
and often hopelessly befuddled over

matters of elementary clearness to you.
This lost battalion of young or in
experienced lawyers has lost contact
with the armies of fact and figures you
are rushing to its support. It is a
battalion with all the pride of selfassurance and unwillingness to admit
defeat, as that group of young Ameri
cans, under Major Whittlesey, in the
Forest of Argonne. And like that band,
a request that it admit inferiority or
defeat is likely to be met with those
classic words which Whittlesey sent
to his adversaries,—“Oh, go to hell.”
So, for the lawyer, I bespeak from you
of your profession, that sympathetic
contact which comes from appreciating
the possible difficulties, which the lawyer
may be facing in endeavoring to under
stand you, and your language, and the
processes and results of your work. A
few moments of conversation will enable
you to conclude the type of lawyer you
are dealing with, and, if he needs your
help and patience, give them both to
him freely—but don’t let him know that
you have categoried him in the kinder
garten.
There is another class of relationship
that you may unknowingly be entering
with the lawyer which I may illustrate
from my own experience. Very early
in my professional career I was called
upon to liquidate, as receiver, a com
pany amendable to the state banking
laws which had lent on second mortgages
scattered throughout the state. The
affairs came to me with an imposing
balance of book assets over liabilities
and that book surplus was the figure,
which, in my experience, I expected any
honorable or intelligent person should
realize on the liquidation. I was flooded
with a tidal wave of first mortgage fore
closures and rushed from town to town
throughout the state counselling with
local attorneys, borrowers, and real
estate men in an endeavor to save the
slim equities. After wasting three or
four months’ time and some money in
this vain endeavor, it developed that
my only hope was to encourage the
mortgagors to keep up their payments
on the first mortgage and slowly liqui
date their second mortgage indebted
ness at a compromise figure to the
company of which I was receiver*
This was a long drawn out process and
after the second or third year the State
Banking Department sent one of your
members to audit my accounts. When
he entered my office my only thought
was—how can any reasonable man ever
explain satisfactorily the tremendous
shrinkage between the original book
assets and the discouraging result of
my hard work. Had the accountant
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of England—rules which through cen
turies of experience the courts of that
country and this, have deemed wise
and beneficient for the protection of
property rights and for the redressing
of wrongs to person and property.
The obvious relief of a hard pressed
accountant, when a technical accounting
question is before the court, is to wind
the lawyer in the red tape of account
ancy, exactly as the lawyer has wound
the witness in the red tape of legal
formality. And yet, I take it that the
function of the accountant and the
advocate are somewhat different. The
advocate is employed to set before the
court and jury the most favorable in
ferences that can be drawn in favor of
his client from the mass of evidence
produced in the case. This is a biased
viewpoint at best, and I am frank to
say to you gentlemen, that because the
advocate does not hold the scales of
justice, but strenuously endeavors to
tip the scale in favor of his client, the
estimate of the lawyer by the average
man is not particularly flattering.
It would be a sad pity if the public
came to look upon your profession as a
group of professional partisians whose
testimony could be purchased by either
litigant at the prevailing rates for such
expert service. And yet that is just
where the medical profession has brought
itself today in the field of medical
expert testimony. I venture to say that
in practically every case involving this
class of testimony it is possible to employ
physicians and surgeons of note who
will invariably come to conflicting con
clusions from the same state of facts,
depending on which side of the case they
happen to be sworn.
*
I hold the high conception of the
profession of the accountant that you
are the searchers after truth—that you
seek the truth impartially from the
written records of men and having found
the truth you are willing to reveal such
truth to those entitled to know the same,
no matter whether the result be favor
able or unfavorable to your client.
In closing, may I add as a tribute that
which my contact with your profession
has developed into a profound convic
tion. I know of no profession and no
body of men with higher sense of honor,
finer sense of fair play, more diligent
searchers after truth, more fair and
impartial in their judgment. You honor
our body politic and our populace honors
you.

been anything but the embodiment of
courtesy and professional skill I fear
I never should have survived an ordeal of
criticism. As one grows older one
realizes that nearly every liquidation is
a tragedy, but this liquidation seemed a
tragedy for which I was to blame. I
am happy to say, that the auditor found
my books in order and made his report
with no criticism to me.
This illustration I have given in an
endeavor to show you that no matter
how honest the man may be whose
accounts you are auditing, no matter
whether he be lawyer or layman, your
presence is a strain upon him. He feels
that some higher power has called in
question his honesty, his accuracy or
his ability; and not until your Work is
over does he rest comfortably.
And so I bespeak again your sym
pathetic understanding of the other
fellow. As you meet him he is mostly
honest, usually nervous and at his worst.
Your audit will tell his story with
mathematical certainty; and until you
have that story from his entries or lack
of entries, give him that same sym
pathetic friendliness which has always
been my good fortune to receive from
the members of your profession.
We Americans are rapidly following
in the footsteps of Europe in the matter
of saints’ days and holidays. After
Mr. Columbus made his transatlantic
voyage and arrived at port on October
12, 1492, we proceeded to make him a
patron saint and declared that day in
October a legal holiday. After Mr.
Washington and his associates enun
ciated the platform on which they stood
and cracked the Liberty Bell on July 4,
1776, we added a second saint’s day
to the calendar. And now that you
gentlemen are here tonight to discuss
pending legislation, I venture to suggest
another saint and another saint’s day.
As for the day, it should fall on the
third month of the year—in blessed
memory of March 1, 1913. As the
patron saint of that day so memorable
in the history of accounting I would
suggest the name of your distinguished
guest, Mr. Robert E. . Montgomery,
whose published fame is so indissolubly
associated, not with the Ides of March,
but with the kalends of that month.
Whatever may be your attitude
toward my suggestion, I feel sure that
you will agree with me, that March 1,
1913 was the nuptial day of your pro
fession and mine. We courted you

before then and kept company when
our clients were in financial difficulty,
or a reorganization or a merger was
pending, or a liquidation was under way,
but after the marriage date we had to
have you by our side, for better or for
worse, three hundred and sixty-five days
in the year. We then learned that your
profession had its constructive branch,
its recording branch, its analytical or
critical branch, and that the good old
days when a man could arrive at his
profits by guess or by God were gone
forever. Our ways and our clients’ ways
are your ways, your country is our
country, and whithersoever thou goest
we go. And take it all in all, it is a good
thing that our income tax statutes have
imposed upon our citizens the necessity
of determining annually the status of
their affairs. We lawyers were forced
by the pressure of these statutes upon
our clients to have at least a bowing
acquaintance with the multitudinous
bookkeeping, accounting, and legal
problems thrust over night upon the
citizenry of this country. We saw we
could be bachelors no longer and took
unto ourselves the blushing bride of
accountancy. You solve many of our
problems, you turn over not a few for
us to fight with the taxing authorities
and courts of the land; but day by day
we learn to know you better and appre
ciate your many graces.
May I add a single additional thought
in closing. Hitherto, I have referred to
the relation of the lawyer and accountant
when their interests are parallel. I
would also mention the relation when
their interests are seemingly adverse—
a situation when the accountant is
under cross-examination by the lawyer
representing clients whose interests are
adverse to the employer of the account
ant. The stage seems set for two adver
saries and early the cross-examination
may develop into a contest of wits.
The accountant may very naturally
come to the conclusion that the form of
the question submitted by the crossexaminer and the small leeway given
by the lawyer to the witness in scope of
the answer permitted is for the purpose
of obscuring the truth instead of reveal
ing the truth. I must again bespeak
your indulgence for the lawyer. He is
working under a maze of rules govern*
ing the inclusion and exclusion of evi
dence that may seem unjust and unfair
to the witness—most of which have been
handed down to us from the common law

TOUCHE, NIVEN & COMPANY,
public accountants, 80 Maiden Lane,
New York City, announce the opening
of an office in the Union Oil Building,
Los Angeles, California, under the
direction of C. A. H. Narlian, C.P.A.,
as resident partner. Mr. Narlian was
formerly in the New York office of
Touche, Niven & Company.
TERENCE C. BRADY, a graduate
of Pace Institute, New York is now
secretary and assistant treasurer of
Brewster, Badeau & Company, Inc.,
76 William St., New York City.
GERALD MORRELL, a graduate of
Pace Institute, New York, is secretary
of the Madison State Bank, 23-25 New
Bowery, New York City.

HARRY E. HAMMOND, a graduate JOHN H. WOOD, a graduate of Pace
of Pace Institute, New York, is now a Institute, Washington, who has been
statistician for the Staten Island Edison employed as statistical expert in the
Corporation, Staten Island Ferry Ter Chicago office of the Western Electric
minal. Mr. Hammond accepted this Company, has been transferred to the
position through the Pace Agency for office of the Vice-president of the
Placements, Inc.
Western Electric Company, New York
JAMES M. HOAGLAND, a former City. Mr. Wood was prominent in
student of the Pace Courses, is now on student activities at Pace Institute,
the staff of Brunswick-Kroeschell Com Washington, having served several terms
pany, Jersey Avenue, New Brunswick, as an officer in the Pace Club.
N. J.
ARTHUR F. WOOD, formerly a stu
MISS LILLIAN F. DAVIS, a former dent at Pace Institute, Boston, re
student in Pace Institute, New York, cently accepted the position of controller
has accepted a position in the accounting for the Cadillac Motor Company of
department of the Bishop Gutta Percha Boston. Mr. Wood was previously
Company, 420 East 25th Street, New assistant auditor of the Packard Motor
York City.
Company of Boston.
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Business Study for the Technical Man
here seems to be a pronounced increase in
interest on the part of technically-trained
college graduates in the study of business
subjects—accounting, finance, law, and economics.
Finding that their advancement along purely tech
nical lines is not as rapid as they would have it,
many are studying Business in order to supplement
their technical training. For example, an engineer
may feel, after practicing his profession for a time,
that he likes the business aspects of his practice
better than the technical. Naturally, he turns to
the study of Accountancy and Business Administra
tion to secure the necessary training in business
methods and procedures.
The dean of an engineering school recently said
that, in his opinion, there were two lines of develop
ment along which the engineering student might
choose to work. He might decide to become a
technical expert in his chosen field, or he might
decide to combine technical engineering training
with a knowledge of business. More men, he
thought, were fitted for the latter work than for
the former. The demand seems to be increasing
for men with the combined training in engineering
and business.
It is natural that engineers, for example, should
have an aptitude for Accountancy. They ordi
narily possess highly developed analytical ability,
which they have but little difficulty in applying
to problems of business and organization. Business
constantly has need of these men—trained in two
fields of endeavor—who can bring to business a
knowledge of business, and the technical training
of another profession as well.

T

Have You an Open Mind?
SPEAKER said recently, “We are asking
our young people to think for themselves; to
question theories and principles. Most of
them don’t, of course, but the older ones don’t
either. They merely rearrange their prejudices
every so often.”
Many people do just this. They think they are
really questioning established theories and prin
ciples. They think they are being open-minded.
In reality, they are doing nothing of the kind.
They are rearranging the prejudices—the same old
prejudices that they always had, and that they
always will have, unless they make their openmindedness something more than mere form. If
we are like this, let us do something else. Instead

February
of rearranging them, let us try to get rid of some
of our prejudices and make ourselves actually,
instead of superficially, open-minded.
It has been said so frequently as to make repeti
tion almost useless, that the business man whose
mind is not always open to new and illuminating
ideas is headed in the wrong direction. So let
the business man avoid rearranging his prejudices
under the guise of being actually open-minded.

College vs. Vocational Training
HE New York Tribune in its issue of August
29, 1923, published an editorial entitled
“College or Calling?”
“There is point in the simultaneous appearance
of some remarks by the president of the University
of Maine on college attendance and of a report
upon the growth of vocational education under
Federal auspices,” said the Tribune.
“President Little repeats what many thoughtful
educators have said before, that a considerable
proportion of young men who enter college are
incapable of successfully and profitably pursuing
the curriculum and would much better go instead
to some vocational school. Their persistence in
trying to pursue a course for which they are not
fitted is a loss of time and money to them, an
injury to others who are fitted for college courses
but who are crowded out, and an injustice and
detriment to the colleges.
“The root of the error lies in what President
Little well describes as the belief of most parents
‘that there is an amendment to the Constitution
which provides their sons or daughters with the
privilege of a college education,’ and also in the
equally false notion that there is something un
democratic in the intimation that every boy or
girl is not fitted to pursue a college course and to
enter one of the learned professions. The fact is
that there are just as marked differences of mental
capacity as of physical energy and agility, and that
it is just as unreasonable to think that any boy or
girl can acquire college culture as to think that any
one can become a pianist like Paderewski or a
singer like Caruso.”
Fortunately, we are not all alike. What is one
man’s meat is another man’s poison. There is
no reason why a boy just graduating from high
school should feel ashamed because he does not
have a particular aptitude for academic studies.
A boy of this type usually has a liking for vocational
subjects. It is too bad when a boy of this type is
forced to breast the academic tide in college or
university when he would be much better off in a
school which would give him training in some
vocational subject—business, accountancy, sales
manship, advertising or some phase of technology.
By all means let us have college training, and
the best possible, for those who will benefit most
from it. Similarly, let us have technical and
vocational training of the best kind to meet the
needs of the young man and young woman who
are by nature not fitted for collegiate work of
an academic kind.
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Short Sketches of 1923 Prize Winners,
Pace Institute, New York
Arthur Swenson — Karl Aal
T the recent graduation exercises
of Pace Institute, New York,
Arthur Swenson, whose photo
graph accompanies this article,
awarded the Scholarship Prize in gold
for the highest average in the final
examinations.

A

ARTHUR SWENSON

of Pace Institute, New York. When
he began his study, Mr. Swenson had
already determined to prepare for
was
professional Accountancy practice.
His friends and teachers know that
Mr. Swenson has a way of making good
in whatever he undertakes. He was
advanced rapidly in the bank, and,
before his resignation, he held the
position of general bookkeeper in
charge of the general ledger and the
preparation of daily reports. In order
to attain practical experience in ac
counting work, he resigned from the
Lincoln Bank in August, 1921, and
accepted a position as junior accountant
with Martin Kortjohn and Associates,
now Kortjohn and Tripp, certified
public accountants. Six months later,
he was made a senior accountant because
of his earnestness and ability with
figures, and his habit of clear thinking.
Mr. Swenson gives Pace Institute much
credit for his rapid rise in the profession.
At the present time he is still in the
employ of Kortjohn and Tripp, and is
now chief of staff for the firm.
Mr. Swenson has his eye fixed on the
C. P. A. certificate in New York State.
He will take his examinations at an
early date, and, if past performances
of different jobs are any criterion, he
will in due time be numbered among
the holders of the certificate.

he completed the course at Townsend
Harris Hall in New York City, and was
ninth on the Honor Roll. Mr. Aal’s
first and only position was with the New
York Dock Company. This company
has the largest warehouse, pier, and
terminal system in the western hemi
sphere, and is located on the Brooklyn
waterfront, opposite the lower end of
Manhattan Island.
He worked with the New York Dock
Company as pay-roll clerk and book
keeper, but soon deciding to prepare
for a better position in accounting work,
he enrolled at Pace Institute, New York,
in the professional course in Accountancy
and Business Administration.
When
the New York Dock Company decided
to install the so-called “Massachusetts”
system of warehouse cost accounting,
Mr. Aal was selected to take charge of
the system.
Mr. Aal still continues with the New
York Dock Company as cost account
ant. He was appointed to this position

Arthur Swenson was born in New
Karl Aal
York City. He was graduated from
public school with highest honors, and
HE thesis prize for the year 1923
in 1919 he completed the high school
was awarded to Karl Aal at the
course at Townsend Harris Hall. Dur
recent graduation exercises of
ing his high-school years, he worked as
a clerk in his vacations with the Lincoln Pace Institute, New York. Mr. Aal
National Bank, now a branch of the was awarded first prize in gold for
Irving Bank-Columbia Trust Company. ability in research and observation, and
Subsequently he went with the bank ability in original thinking, as evidenced
as a regular employee, and, through by his graduation thesis “Warehouse
work in the various departments, Cost Accounting,” which was published
obtained valuable experience in bank in a recent issue of THE PACE STU
DENT.
accounting and procedures.
Mr. Aal was graduated from public
It was during his term of service with
the Lincoln Bank that Mr. Swenson school in New York City in 1912. He
enrolled in the Evening-school Division was valedictorian of his class. In 1915

in 1919. His wide knowledge of ware
house accounting assures him success
in this particular branch of accounting
work. In addition to his school work at
Pace Institute, Mr. Aal has been a
student at the College of the City of
New York.

EUSTACE C. H. CARSON, formerly
an accountant on the staff of Pace &
Pace, New York City, is now a member
of the staff of Klink, Bean & Company,
San Francisco, Los Angeles, and Oak
land, California.

CLARENCE M. PECK, Pace Insti
tute, Washington, has resigned as
auditor in the Income Tax Unit to
accept employment on the professional
staff of Hein & Greene, public account
ants, Binghamton, New York.

JOHN P. BURKE, Pace Institute,
New York, has accepted, through the
Pace Agency for Placements, Inc., a
position as junior accountant with A.
Rafter, C.P.A., 1 Broadway, New York
City.

L. CHRISTIAN ANDERSEN, a grad
uate of Pace Institute, New York, was
among the successful candidates in the
June C.P.A. examinations in New York
State. Mr. Andersen is staff manager
for Stagg, Mather & Company, 123
Liberty Street, New York.

THE NEW YORK STATE RE
GIONAL conference of the National
Association of Cost Accountants will
be held in Syracuse on February 6th.
The Buffalo, Rochester, Syracuse, Utica
and Albany chapters will be represented
at this meeting.
BERGEN & WILLVONSEDER an
nounce the formation of a partnership
for the general practice of Accountancy
and for income tax, financial and related
investigations, with offices at 55 Liberty
Street, New York City. George L.
Bergen, of this firm, was formerly of
Geo. L. Bergen & Company, dissolved,
and Ernest Willvonseder was formerly
treasurer of the American Chicle Com
pany.

HARRY SILVERMAN, Pace Insti
tute, New York, who was formerly with
Famous Players Lasky Corporation, is
now a junior accountant for Albert A.
Brody, 347 Fifth Avenue, New York
City.

KARL AAL

FREDERICK J. HOWE, Class E504,
Pace Institute, Boston, has accepted a
position in the accounting department
of the United States Rubber Company,
Boston, Mass.
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The Question and Answer Department
This Department does not publish answers to all questions received, but only to those which are
deemed to be of general interest to readers of The Pace Student. A communication, in order to re
ceive attention, must contain the name and address of the person asking the question.

CORPORATION with an authorized issue
of Capital Stock amounting to $3,000.00
is controlled by A, B, and C, who have each
subscribed for $1,000.00. A has paid in full for his
stock, and B and C have each paid in $900.00.
A dies and X buys his shares for $800.00 which
was the book value at that time, the Corporation
haying lost $600.00 during the time A was there.
For the privilege of allowing X to come into the
business B and C each state they will require that
their stock be considered full paid. Entry in
books at that time was made as follows:
Services Rendered........... $200.00
To Capital Stock........
$200.00

$3,000, against which there was a deficit of $600.00.
If, when X purchased ten shares of stock from the
estate of A, the directors of the corporation saw
fit to consider that B and C had rendered service
and to accept such service in lieu of cash as part
payment against their unpaid stock subscription,
the authorization of the transaction should be
found in the Minute Book and the first entry you
show would be correct.
Later, when the directors vote to pay $200.00
to X, authorization for such payment also should
be recorded in the Minute Book. However, it
is not clear to us, from the facts as stated in your
letter, why the corporation should pay X $200.00—
that is, it is not clear what consideration the
Now a dispute arises between B, C and X where corporation received.
by X withdraws from the business, the corporation
If it is a gift to X, the payment would be recorded
at that time having lost an additional $600.00.
as follows:
Y buys X’s shares for their book value of $800.00.
Gift to X.............................
$200.00
X then demands $200.00 from the Corporation
To Cash.........................
$200.00
on account of allowing B and C each $100.00 in
For gift made.
shares when he got into the Corporation. This
If, on the other hand, the payment is considered
sum the Corporation pays.
What entry should there be made on the Cor as a payment for the personal accounts of B and C
poration books for the $200.00 paid to X? Should to X made by the corporation, the following entry
it be shown as an expense of the Corporation or would be passed:
should B and C each return a $100.00 share and
B......................................... $100.00
an entry be made reversing the entry previously
C......................................... 100.00
made or entry be made as follows:
To Cash.........................
$200.00
Treasury Stock............
$200.00
For payment to X on account of B and C.
To Cash.....................
$200.00
If, assuming that the $200.00 were considered to
be chargeable to A and B, the corporation accepts
Answer:
Your statement of the transactions in question stock from A and B to cancel their accounts, the
is not complete in every respect, but, from the facts entry would be:
you have given, it seems that the stockholders
Treasury Stock................ $200.00
of the corporation have confused their relationship
ToB...............................
$100.00
with that existing between members of a partner
To C...............................
100.00
ship. It should be borne in mind that the corpora
For stock turned over by B and C in settlement
tion is a legal entity which is quite distinct from of charges against them.
the individuals composing it, and that in the
If the treasury stock is then cancelled the fol
absence of specific agreement to the contrary, the
stockholders of a corporation may transfer their lowing entry would be made:
shares to others whenever they see fit and for any
Capital Stock........................ $200.00
consideration they choose to accept. The consent
To Treasury Stock..........
$200.00
of the corporation, or of the other stockholders,
For
treasury
stock
cancelled.
to such transfers of stock is not necessary. The
price at which stock is traded in between stock
In connection with corporation accounting mat
holders does not enter into the books of the cor ters, as we have stated, the distinction in law
poration; the transfer is recorded in the Stock between a corporation and a partnership, and the
Ledger merely to keep a correct record of the distinction between the rights of stockholders and
ownership of its shares and not as a transaction of partners, should always be borne in mind, and
should be given proper effect in keeping corporation
of the corporation.
From the figures you have given, it appears books and partnership books. Unless the distinc
that at the time of A’s death the books of the tion is clearly in mind, trouble may be experienced
corporation showed capital stock outstanding of when the rights of a stockholder are violated.

A
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Stock Brokers’ Accounts
(Continued from page 35)
In order that this may be done, it is
necessary that the accounting system be
planned to provide for the accumulation
of full information, that transactions be
correctly recorded, and finally, that
postings be made to the proper accounts
of debit and credit amounts and pur
chases and sales of securities made.
To illustrate the accounting procedure,
let us assume the following series of
transactions:
On June 1st, Frank Robinson depos

cient capital. Where ain account con
tains only short sales, it is called a
“short” account. If only long items
appear, it is known as a “long” account.
If both types of transactions have
occurred, the account is said to be
“hedged.”
Bank Loans
The original record of these transac
tions is made in the Cash Book, and
postings are made to the individual
creditors’ accounts in the Loan Ledger,
NAME Frank Robinson,
ADDRESS 1 W. 65th St., City,
TELEPHONE Endicott 1234
Interest

Shares or Par

Description

Date

Price F.

Debit Credit Balance

Debit

Bought Sold

19—
June 1
5
10

20
10

10

Deposit
Am. Tel & Tel.
Baldwin
Commission
U. S. Steel B
Commission
Stamps
Interest

122
115
90

12
1000
13 2440 —
1150 —
4,50
14
900
1 50
40
6 95

Credit

1000
2594 50
1595

1703 35

14 95

8

Form 1—Customers Ledger.
ited $1,000 with C. D. Blank and Com
pany, to open an account. On June
5th, he instructed his brokers to pur
chase for his account twenty shares of
American Telephone and Telegraph and
ten shares of Baldwin Locomotive, “at
the market.”
Purchase was duly made that day at
the best prices obtainable, namely,
American Telephone & Telegraph Com
pany, 122, Baldwin Locomotive, 115.
On June 10th he executed a short sale,
selling ten shares of United States Steel
at 90.
The effect of recording these transac
tions together with interest charges and
credits, commission and stamp charges
(items incidental to trading) is shown
in the form of customers accounts,
(Form 1). Statements similar to the
one shown (Form la) are sent to cus
tomers monthly. Although the forms
of statement and ledger account differ
in this illustration they may, of course,
be identical, or nearly so. In many
brokerage concerns, where customers’
accounts are kept by means of bookkeep
ing machines, this is the case.
The debit balance of $1703.35 brought
down shows that Robinson is indebted
to C. D. Blank & Company in that
amount. He is also obligated to the
extent of ten shares of U. S. Steel. As
offsets to these, he is “long” twenty
shares of American Telephone & Tele
graph Company and ten shares of
Baldwin Locomotive. These securities
are held by brokers to protect themselves
for advances made by them to purchase
stocks for which Robinson had insuffi

ruling of which is shown in Form 2.
Totals of debit and credit “Loans
Payable” columns (in Cash Book) are
posted to Loans Payable controlling
account, in General Ledger.
Form 2—Loan Ledger
This record should be a loose leaf
ledger, or a card file. A separate ac
count may be kept, either with each
lender, or for each loan. The former
is more practicable, as the broker
ordinarily has a general balance with
the lender, instead of one or more specific
loans. This general balance is expanded
or contracted according to his needs,
and this process is accompanied by the
pledging of additional collateral, or the
redemption of collateral previously
pledged, as the case may be. This

method of dealing, therefore, tends to
merge all loans into a general balance,
instead of keeping intact the identity of
each specific loan.
The record shown provides for re
cording date of transaction, movement
of securities, and money debits, credits,
and balance.
Brokers Controlling Account
A brokers controlling account is
maintained in the General Ledger, and
is built up from the footings of the
Brokers column, in Blotter and Cash
Book. As explained previously, it is
sometimes impracticable to open indi
vidual accounts with brokers, the
balance of the controlling account being
reconciled by the listing of unsettled
items from the Blotter.

Stocks Borrowed and Loaned
General Ledger accounts are main
tained for “Stocks Borrowed” and
Stocks Loaned.” The original record
of these transactions is made in the Cash
Book, as the money received or paid
furnishes the basis for entry in the
financial books. As these transactions
are few in number, detail postings are
made to Ledger accounts from sundries
columns in Cash Book. In theory
these transactions are identical with
loan transactions at bank as they consist
merely of the borrowing of money with
collateral pledged as security. There is a
distinction from the practical viewpoint,
however, as they are executed for the
benefit of the lender, rather than for the
benefit of the borrower.
Journal
An ordinary two-column Journal is
sufficient, although it is advisable to
have special columns, debit and credit,
for customers. Miscellaneous Journal
entries are necessary from time to time,
but the regular recurring ones are con
fined almost exclusively to the periodical
adjusting and closing entries, and to
interest debits and credits.
In actual practice it may be found, in
many instances, that a Journal is not
in use. Accounts are closed simply by
transferring the balance in one account
to that of another.
Some concerns enter any miscel
laneous items (such as would find their
way to the Journal in a commercial
concern), in the Blotter.

C. D. BLANK & CO.

Mr. Frank Robinson,
1 W. 65th St.,
New York, N. Y.

120 Broadway
New York, N. Y.

June 30, 19—

19—
5 20 Am. Tel & Tel. @122........ $2440 — June 1 Deposit..................................... $1000
900
10 Baldwin @ 115..................... 1150'— June 10 10 U. S. Steel B 90.................
June 30 Interest .....................................
6 95
Commission...............................
6 00
1703 35
40 June 30 Balance
Revenue Stamps.......................
19—
June

$3603 35

$3603 35
19—

July

1 Balance
Long
20 Am. Tel. & Tel.
10 Baldwin

19—
$1703 35 July

Form la

1 Short
10 U. S. B Steel
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Interest Adjustments

Interest is charged on customers’
debit balances and allowed on customers’
credit balances. If a Journal is in use
entries should be passed at the end of

February

cash book, such as depicted here, is
used. The check book, as a rule, consti
tutes the only record of cash transac
tions. Details are noted in full on the
stubs, in the usual manner, and postings
are made from this source.

NAME___________________________________________
ADDRESS___________________________________

Shares or Par
Date
Pledged

Redeemed

Securities

F

Debit

Credit

Balance

Dividends
Although title to stocks carried for
margin customers rests in the customers,
the house appears as the stockholder of
record, and consequently dividends on
such stocks are paid to it.
Such dividends are recorded in the
cash book in the same manner as any
cash received is recorded, customers’
accounts being credited. If the cus
tomer desires to receive his dividends
in cash, the broker draws a cheek and
charges the customer as in the ordinary
case of cash paid to a customer.
Purchases and Sales
Purchases and sales of securities de
mand careful accounting. A purchase
transaction involves:
(a) A debit to the customer for whom
purchased.
(b) A credit to the customer from
whom purchased.
(c) A credit to Commission Account.
A sales transaction involves;
(a) A debit to the broker to whom
sold.
(b) A credit to the customer for whom
sold.
(c) A credit to Commission Account.
(d) A credit to Expense for the tax.
The tax is in the form of revenue
stamps which are purchased by the

Form 2—Loan Ledger

the month, debiting and crediting
customers’ controlling and interest ac
counts as the case may be. Postings to
individual customers’ accounts are made
during the month as interest calculations
are performed.

Cash
The accounting for cash transactions
presents no extraordinary features, but
follows ordinary procedure in such
cases. All cash received and disbursed
must be recorded. The most suitable
record for this purpose is a specially
ruled Cash Book, such as the one
illustrated by Form 3. In a properly
designed system all cash received should
be deposited in bank, and all disburse
ments except petty cash, should be
made by check. Petty cash fund should
be maintained on the imprest basis.
The totals of the Total, Customers,
Brokers, and Loans Payable columns
furnish the basis of monthly debits
and credits to Bank Account, Custom
ers’ Control, Brokers’ Control, and
Loans Payable Control Accounts, re
spectively. Detail postings are also
made to individual customers accounts
from the two customers columns.
Cash customers’ transactions are
checked against the corresponding entry
in the Blotter. A list of unpaid cash
items (debit and credit) is taken from
the Blotter at the end of the month and
is used in conjunction with the balances
of margin accounts to prove balance of
Customers’ Controlling Account. Ex
pense column is analyzed monthly,
and postings are made therefrom to
various Expense Accounts in General
Ledger.
Very often it will be found that no

(Left Page)
Date

Name

Detail

Total

Cus
tomers

Loans
Brokers Payable

Sundries
Account

Amount

(Right Page)

Date, Name and
Detail
(Same as above)

Loans
Cus
Check
Total tomers V Brokers Payable Expense
No.

Form 3—Cash Book

Sundries
Account V Amount
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per share. No detail postings are made
from this column, entries herein being
offset against entries in the “Brokers”
column on the credit side of the Cash
Book.
The total of the “Brokers”
column in the Blotter is posted to the
credit of Brokers Controlling Account, the
balance of which is accounted for by a list

broker and charged to Expense. When
securities are sold the broker attaches
the required stamps to the security and
charges the customer for the value
thereof.
The original record of purchase and
sale transactions is made in the Blotter,
which is illustrated in Form 4.

SECURITIES PURCHASED

(Left Page)

Credit Brokers
Shares
or
Price
Par
Amount
Name

Debit Customers

House

Comm.

Amount

Name

Debit Credit

(Binding Margin)

Date Security

SECURITIES SOLD

(Right Page)

Debit Brokers

Shares
or
Price
Par
Amount

House

Tax
Name

Amount

Name

Debit Credit

(Bin ding M ar gin ) __

Date Security

Credit Customers

Form 4—Blotter (Purchase and Sales Record)

Blotter
The Blotter, as it is ordinarily called,
is the cornerstone of a Stock Broker’s
accounting system. It affords a record
of his daily transactions and furnishes
the basis for his settlements with brokers
and customers, and for very necessary
entries in the Position Book.
Purchases are recorded on the lefthand page, the date of the transaction,
the name of the security, the number of
shares (of stock) or the par value (of
bonds) and the price per share or per
thousand dollars being shown in the
appropriate columns. These columns
are purely statistical in nature, and do
not as such go into the financial records.
They do, however, furnish the basis
for arriving at the amounts of the
financial entries and for entries in the
Position Book.
The amount column under “Brokers”
is used to show the total amount of the
purchase and is arrived at by multiply
ing the number of shares by the price

of unpaid items taken from the Blotter.
The total of the Commission column
furnishes the basis of a monthly credit
to Commissions Account.
The Amount column under “Custom
ers” furnishes the basis for detail postings
to the debit of Margin Customers’ indi
vidual accounts, and for summary posting
at the month end to Customers’ Con
trolling Account. Brokers’ amount plus
commission equals customers’ amount.
The house engages in various transac
tions, sometimes functioning as broker
and sometimes as customer.
Such
transactions may be recorded and han
dled exactly as brokers’ and customers’
transactions are handled. However, it
is more practicable to segregate them,
as indicated. The debits and credits
to the “House” columns follow the
general rule, i. e., if functioning as
broker, the house is credited; if function
ing as customer, the house is debited.
No detail postings are made from these
columns, but the totals are posted

monthly to “Securities Owned” Account
in General Ledger.
The right, or sales, side of the Blotter
functions similarly to the left or purchase
side. The debit and credit effects are
reversed as to customers and brokers, but
otherwise there is no essential difference.
It is to be noted, however, that a column
for “Tax” is provided. The total of
this column furnishes the basis of the
monthly credit to “Revenue Stamps”
Account.
“Commission” column represents a
credit to that account, just as it does,
on the purchase side of the book.
The credit to Customers is arrived at
by deducting from the brokers’ amount,
the charges for commission and tax.
Each page of the Blotter should be
footed and the footings carried forward
from page to page, so that monthly
totals can be built up.
The two sides of the book are balanced
independently, total debits equaling
total credits on each side.

Margins
As explained above, the house ad
vances the difference between the cus
tomer’s margin and the purchase price,
which, ordinarily, amounts to about 80%
of the purchase price. It must be
remembered that the house’s sole
security is the stock purchased. There
fore, it must be in position to protect
itself in case such security becomes im
paired. Thus, in the case of a purchase
at 100 on 20 points margin, if the price
were to fall to 80, the house would call
on the customer for more margin, and
unless it is deposited immediately, the
house would be forced to sell the stock,
in order to prevent a possible loss.
This being the case, and as market
values rise and fall rapidly in an active
market, a careful record of margin
accounts must be maintained, showing
moneys advanced, market values of
securities held, and customers’ margins.
This record, which is called the Margin
Record, is illustrated in Form 5.
In the case of a short sale, the proce
dure is reversed. Here the house must
protect itself against a rise in the market
value. The customer sells a stock that
he does not own at the price current
when the sale is made. The stock must
be delivered to the purchaser within
some specified time, during which the
customer expects to buy it in for less
than he sold it. At the time the sale
is made the house also obligates itself
to make delivery to the other broker
within the time specified. The house is,
therefore, personally liable in case of
failure to deliver, regardless of his rights
as to the customer.
On the other hand, the house has a
receivable item due him from the other
broker, which will be paid when the
stock is delivered, but the amount of
which is governed by the price at which
the stock was sold.
The house, therefore, requires a
margin from the customer to protect
itself in case it has to buy in the stock
(in order to effect delivery) at a price in
excess of that for which it was sold.
Thus if the house sells short for cus
tomer A 10 shares XYZ to broker B,
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seller 90, at 100, on 20 points margin,
the house has a receivable item from
broker B amounting to $1000; opposed
to this is the house’s absolute liability to
deliver to broker B, within 90 days, 10
shares of XYZ, regardless of what the
10 shares may cost. Now, with the
$1000 the house will receive from broker
B when delivery is made, plus the margin
of $200 already received from the cus
tomer, the house is protected so long as
the market price does not exceed 120.
If it reaches that point the house will
call on its customer for more margin,
and if such margin is not deposited, it
will buy in the 10 shares and make
delivery to broker B, thus completing
the transaction.

Customer

Securities

Shares

February

This information originates in the
Blotter and the In and Out Book.
Postings from the Blotter represent
purchases and sales of securities, regard
less of receipt or delivery; postings from
the In and Out Book represent securities
received and delivered, irrespective of
purchases or sales.
Individual customers accounts show
the securities long or short, as well as
money balances. At least once a month
the Position Book should be compared
with customers’ accounts to see that
shares and descriptions of securities as
shown by both records are in agreement.
“Securities Owned” Account should be
compared with Position Book monthly
to verify the house’s holdings.

Price

Market
Value

Ledger
Balance

Margin

Form 6—Position Book

ties and analysis of customers’ accounts
disclosed that 100 shares of Anaconda
Copper were on hand distributed as
follows:
A. Andrews—Long—25 Shares
B. Biddle
“ —50 Shares
House
“ —25 Shares
On January 2, the following trans
actions occurred:

Sold
For account of Andrews 25 shares to
Jones & Co., Brokers
For account of Biddle 25 shares to
Smith Bros., Brokers
For account of Carson (Short) 25
shares to Jones & Co., Brokers

Bought:
For account of Dudley 50 shares from
Smith Bros., Brokers
Form 5—Margin Record
For account of Elwell 100 shares from
A. Adams, Brokers
From this it will be seen that a margin
In a well managed house, physical
On January 3rd, the following:
record covering short accounts is equally inventories of securities are taken fre
as vital as the one previously referred to quently. Such an inventory, however,
The house borrowed, from Williams
in connection with long accounts.
will not agree with the Position Book, & Company, the 25 shares that Carson
because it includes only securities was short and delivered them to Jones
Margin Record
actually in possession of the house (in & Co.
The purpose of this record is to disclose “the box”), while the Position Book
The house also delivered to brokers,
the relationship between values ad shows all securities under control of the the stock sold by their other customers
vanced by the house and the market house. In comparing physical inventory and received from brokers, the stock
value of collateral held as security for with Position Book, therefore, the follow purchased, the latter being forwarded
such advances. The difference between ing records must also be taken into to the Anaconda Copper Company for
the two represents the customer’s equity account:
transfer.
or margin.
1. Stocks loaned.
On January 4th:
In the case of a long account, the
2. Stocks pledged to banks (Loan
The house received the new certifi
excess of market value over ledger
Ledger).
cates from the Company and delivered
balance equals customer’s margin. In
3. Stocks out for transfer (Letters of 100 shares to Elwell, who paid the house,
the case of short accounts, excess of
transmittal).
Although the foregoing may perhaps
ledger balance over market value equals
Securities in “the box” plus the three appear rather involved, it is in reality
margin. Whether or not the margin is groups listed above, should agree with quite simple.
ample, is disclosed at a glance.
On January 1, the house was long
the Position Book.
100 shares, 25 shares of which belonged
Accounting for Securities
Position Book
to the house and 75 shares of which was
A stock broker keeps a record of
A separate page is provided for each carried for customers. It will be observed
securities irrespective of money values, security, the name of the security being that the. column for January 1 totals
in much the same way that a merchant written across the top of the page. The 100 shares. It should be noted here
keeps a record of his merchandise.
pages are arranged alphabetically by that black indicates shares long, and
The broker maintains two records for securities. The wide space at the left red (italics) indicates shares short—
this purpose, which are:
is for the names of customers and therefore the record shows 100 shares
1. The Position Book, or Ledger.
brokers.
The vertical columns are long and the disposition thereof.
2. The In and Out Book, or Journal. for number of shares. The chrono
Now to consider subsequent transac
The Position Book which is illustrated logical progression is from left to right, tions. Each purchase or sale affects two
in Form 6 is the Securities Ledger, and each column representing a specific people—the customer and the broker
date. The operation of this record is to whom the stock was sold. A purchase
it functions as a perpetual inventory.
It shows the total shares (of stock) extremely difficult to describe in the results, pending deliveries, in the cus
and par value (of bonds) under the con abstract, so let us assume a specific tomer being long and the broker being
short. Inversely, a sale makes the
trol of the house, and the total shares case.
On January 1st, 1922, the house in customer short and the broker long; or
and par value that the house is short.
It shows further the disposition of these augurated a new accounting system, if the customer sold stock which he was
totals as between customers, brokers, and installed among other records, a already long, the sale reduces his balance
Position Book. The inventory of securi by the number of shares sold.
and the house.
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Entries in Position Book are shown in
Form 6a.
Transaction No. 1—Andrews sold 25
shares to Jones & Co. on January 2. The
record shows that Andrews now has no
stock and Jones (from this transaction)
is long 25 shares. Andrews’ account is
now closed. On January 3, the stock
was delivered to Jones as the symbol
“—” shows. This posting originated in
the “In and Out Book.” Jones’ account
is now closed (as to this transaction).
Transaction No. 2—Biddle sold 25
shares to Smith Bros. As Biddle was
carrying 50 shares, however, his account
is not closed, but the balance is reduced
to 25 shares. Smith’s account is the
same as Jones’ (above).

of the house as to the particular security,
regardless of the disposition of such
position among customers, brokers, and
house, and regardless, also, of longs or
shorts.
Thus, on January 1, as we have seen,
the house is long 100 shares, all of
which are in their possession. On
January 2, the positions of individuals
have changed, but net position of house
is unchanged as no deliveries or receipts
have been effected.
On January 3, the house is long 200
shares, having received 175 shares
and delivered 75 shares, and having had
100 shares on hand since January 1. On
January 4, the 100 shares were delivered
to Elwell, leaving the house long 100
shares.

possession and control of the house;
in the second case, the securities come
into, and go out of, the possession of the
house, but the house’s control of the se
curities is unaffected.
Ruling of the In and Out Book is
shown in Form 7.

Conclusion
As stated at the beginning of this
thesis, no attempt has been made to
cover all the ramifications of Stock
Brokerage Accounting. One important
phase of the subject that has been barely
touched upon is the preparation and
interpretation of the Balance Sheet, the
proper exposition of which is entirely
beyond the scope of this treatise.

|

|
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Jan . 3
|

Jan . 4

Jan. 1
Jan. 2
|

(Left Page)____________________________ _

A. Andrews

25 —

B. Biddle

50 25 25 25

Dudley

Date

Shares
or Par

Date

Shares
or Par

Securities Cert. Nos.

Received From

For Account Of

Remarks

50 50 50

Carson

25 25 25

Elwell

100 100 —

Jones & Co.

Smith Bros.
A. Adams

25
25 —

25 —
50

100 —

Williams & Co.

25 25

(Right Page
25 25 25 25

Securities Cert. Nos.

Delivered To

For Account Of

Remarks

Form 6a—Position Book

Transaction No. 3—Carson sold short
25 shares to Jones. Carson had no
stocks and is, therefore, shown as short
the 25 shares, and will continue to be
so shown until he delivers. Jones is long
25 shares. The house borrows the stock
from Williams & Co. on the 3rd and de
livers it to Jones, whose account is now
closed. Williams & Co. are now long
25 shares, and Carson is short the same;
therefore, the stock is not in possession
of the house.
Transaction No. 4—Dudley bought
50 shares from Smith Bros. Here we
show Dudley long and Smith short.
“--------- ” on the third shows delivery by
Smith. Dudley’s account being still
long 50 shares, shows that delivery has
not been made to him and that the
house has the stock.
Transaction No. 5—Elwell bought
100 shares from Adams. First entry
of the transaction is the same as in No. 4.
“--------- ” on the 3rd shows delivery by
Adams to the House. “------ ” on the 4th
shows delivery by the house to Elwell.
Both Adams’ and Elwell’s accounts are
now closed.
It will be noted that balances are
carried forward from day to day, so
that the last column to the right in
which any entries appear will disclose the
status of all accounts. The net total
of the column will show the net position

Form 7—In and Out Book

In and Out Book
This is a chronological record of
securities received and delivered. As
here used, “received” and “delivered”
refer to securities which come into the
house’s control and which go out of the
house’s control.
Thus a stock received from a seller
upon payment of the price would con
stitute a “receipt”; a stock delivered to
a purchaser under like conditions would
constitute a delivery. On the other hand,
a security pledged with the bank would
not constitute a delivery, nor would
the redemption of such a security con
stitute a receipt. In the first case the
securities come into, and go out of, the

However, the essential features of a
workable system have been presented,
with a view to giving a general under
standing of the procedures involved in
keeping the accounts of a Stock Broker.
EMIL CANNERT, Pace Institute,
New York, has accepted a position as
accountant with Pasley & Conroy, certi
fied public accountants, 67 Wall Street,
New York City.
MISS ELLA L. MANNING, a former
student in the English courses, Pace
Institute, New York, has accepted,
through the Pace Agency for Place
ments, Inc., a position in the accounting
department of A. A. Kahil, Inc., 4
Washington Place, New York City.
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Buffalo
Dinner Meeting
P OFESSIONAL Accountancy is
R
active, vibrant even, everywhere—
North and South, East and West.
This time we record the successful meet
ing of the public accountants of Western
New York, held at Buffalo, on Tuesday,
December 18, 1923, under the auspices
of the New York State Society of Certi
fied Public Accountants. There are
twelve members of the Society residing
in Buffalo, of whom one, L. K. Watkins,
is a director of the Society and a member
of the Legislative Committee. The
meeting, however, was open to all
public accountants, regardless of whether
they possessed the C.P.A. certificate or
not, and a hundred or more were in
attendance. Buffalo, Rochester, Syra
cuse, Niagara Falls, Lockport, James
town, and other cities were represented.
The New York City delegation con
sisted of Colonel Robert H. Montgom
ery, president of the Society; James F.
Farrell and W. Alcom Brown, secretary
and assistant secretary, respectively, of
the Society; and Homer S. Pace, of the
Legislative committee of the Society.
The all-day program included a joint
luncheon of the bankers,’ credit men’s,
and accountants’ sections of the Buffalo
Chamber of Commerce, at which Colonel
Montgomery spoke on the Mellon tax
program, and Homer S. Pace on Income
Tax administration. The program in
cluded, also, an afternoon session of
the members, held in the offices of
Messrs. Haskins & Sells, at which
merely Society affairs were discussed.
Mr. Lewis H. Allen, vice-president,
Albrecht & Weaver Inc., Buffalo, pre
sided at this meeting.
The big event of the meeting was the
dinner, given in the evening in the
sumptuous new Athletic Club, of which
Buffalo is so justly proud. The program,
under the able direction of L. K. Wat
kins, as toastmaster, was exceptionally
good. Community songs led by Mr.
Joseph L. Armbruster placed everybody
in the best of humor, and violin solos by
Donald L. Watkins were an especial
treat.
After the dinner and music, the follow
ing addresses were made: “The Lawyer
and the Public Accountant,”—A. G.
Bartholomew, Member of the Erie Bar;
“The Banker and the Public Account
ant,”—Elliott C. McDougal, president
of the Marine Trust Company, Buffalo,
the largest trust company between New
York and Chicago; “Proposed Legisla
tion Affecting Public Accountants,”—
Robert H. Montgomery, New York,
president of the New York State Society
of Certified Public Accountants, and
of the firm of Lybrand, Ross Brothers,
and Montgomery, New York City; “Pro
posed Legislation Affecting Public Ac
countants,”—Homer S. Pace, Pace &
Pace, New York.
The addresses by Mr. Bartholomew
and Mr. McDougal were a rare treat—
seldom have accountants listened to
more helpful and specific counsel. Else
where in this issue Mr. Bartholomew’s
address is reproduced in full. The talks
by Colonel Montgomery and Mr. Pace

related to the proposed changes in the
C.P.A. law, in which all public account
ants are interested. A lively discussion
followed the addresses. The meeting
was both profitable and enjoyable, and
will long be remembered as marking a
new epoch in Accountancy in Western
New York.

Interesting Talks Given
At Day-school Assemblies

EVERAL interesting and helpful
talks were given recently at the
Day-school assemblies of Pace
Institute, New York.
On December 3, B. F. Young, assist
ant chief accountant of the New York
Telephone Company, discussed the
Regional Meeting
organization and accounting system of
Held in Akron the Telephone Company. In course of
his discussion Mr. Young gave a very
HE Regional Meeting of the interesting explanation of the arrange
American Institute, held in Akron, ment of the different departments,
Ohio, Saturday, November 3rd, methods of control, relations of regula
was a big event. Arthur E. Chandler, tory bodies in different states, and the
C.P.A., of Chandler, Murray & Chilton, various accounting procedures.
accountants practicing in Akron, was
On December 10, V. R. Kilboy, auditor
chairman of the Committee on Arrange for the Harrolds Motor Car Company,
ments.
Associated with him were New York City, spoke on the “Opportu
Messrs. Lewis Wintermute, Charles nity for the Accountant in the Auto
R. Stanley, Chester L. Weberg, and motive Service Industry.” Mr. Kilboy
Harry Hough. All of these men are traced the growth of the automotive
well-known for their standing in the service industry and discussed the var
profession of Accountancy, and they ious phases of the organization of motor
did fine teamwork in providing an car companies. He brought out many
exceptionally good program and en interesting points relating to the auto
joyable entertainment for the visiting mobile industry and the part played by
accountants.
accountants in its development.
During the day, at the Akron City
Charles T. Bryan, C.P.A., a member
Club, a technical program was offered of the firm of Pace & Pace, addressed
to the 200 or more visiting accountants. the assembly on December 17. He
Mr. A. P. Richardson, Secretary of the discussed the methods of preparing
American Institute, gave a brief opening written examinations and dwelt, par
talk. This talk was followed by technical ticularly, on the proper methods of
papers by William A. Ullrich, C.P.A., answering accounting examinations. Mr.
of Dayton; Charles H. Brook, C.P.A., Bryan’s talk was very helpful.
of Akron; Carl H. Nau, C.P.A., of
Cleveland; Hugh L. Patch, C.P.A.,
of Cleveland; John T. Kennedy, LL.B., Pace Club of Boston
tax specialist, of Washington; and Homer
Elects New Officers
S. Pace, C. P. A., of New York. A brief
recess was taken for luncheon. The
T a recent meeting of the Execu
luncheon gave opportunity for many
tive Council of the Pace Club
personal chats.
of Boston, the following officers
In the evening an informal banquet
were elected for the ensuing year:
was given of a most enjoyable character. Dudley B. Ellis, president; Dorothy M.
President Edward E. Gore, of the Scott, vice president; Alfred H. Edgerly,
American Institute, was present and secretary; and Helena J. O’Malley,
gave an inspirational talk—Ed Gore sees treasurer.
Accountancy in a big way and he drove
The following appointments to Stand
his vision home in a most effective ing Committees were made: Social
manner. Other able speakers contrib Committee, Dorothy M. Scott, chair
uted to the after-dinner program. The man; Auditing Committee, William A.
music was especially good, and adapta Doering, chairman; Membership Com
tions were made of popular songs by mittee, John J. Lyons, chairman,
means of which the idiosyncrasies of Gertrude P. Twombly, and Helen W.
various accountants present were played Jones.
up. Even the flowing neck-tie of a
The report of the treasurer shows the
past president received the attention finances of the club to be in a satisfactory
of the muse.
condition.
The marvelous growth of Accountancy
Plans for the season’s activities are
was evidenced by this meeting. It has being rapidly developed, and the drive
not been a long time since when the for membership is meeting with most
entire profession of accountants in the encouraging response.

S

A

United States could not have mustered

as large a gathering as were present at
the Regional Meeting held in Akron.
The members present not only profited
by the technical discussions, but were
strengthened and encouraged for their
duties by the comaraderie and by the
fraternal feeling engendered by the
meeting.

CLARENCE KEFAUVER, a graduate
of Pace Institute, Washington, recently
accepted an appointment on the pro
fessional staff of Roberts, Furman &
Murphy, Washington, D. C.
Mr.
Kefauver was formerly executive ac
countant and office manager for Adolph
Kerr, wholesale jewelers, Washington.

SAMUEL W. LERER, a former student
at Pace Institute, New York, was among
the successful candidates in the New
York State C.P.A. examinations held
in June, 1923.

MORGAN BEVAN, JR., a former
student in Pace Institute, New York, is
now office manager for the Henry Ges
man Baking Company, Wilkes-Barre,
Pa.

